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loan underwriting and for obtaining 
the RHS conditional commitment. The 
agent may close the loan in its name 
provided the loan is immediately 
transferred to the approved lender to 
whom the guarantee will be issued. 

(2) Servicing. Lenders are fully re-
sponsible for servicing and protecting 
the security for all guaranteed loans. 
When servicing is carried out by a 
third party, the Lender will inform 
RHS of the name and address of the 
servicer. 

(3) Liquidation. The Lender will com-
plete any liquidation of loans guaran-
teed under the provisions of the Lender 
Agreement. Loss claims will be sub-
mitted on the RHS Loss Report form. 
The loss report will be accompanied by 
supporting information to outline dis-
position of all security pledged to se-
cure the loan. The Lender shall also ef-
fect collection of the debt from other 
assets of the borrower to the extent 
practicable. 

(4) Counseling. Lenders are encour-
aged to offer or provide for home own-
ership counseling. Lenders may require 
first-time homebuyers to undergo such 
counseling if it is reasonably available 
in the local area. When home owner-
ship counseling is provided or spon-
sored by RHS or another Federal agen-
cy in the local area, the Lender must 
require the borrower to successfully 
complete the course. 

(g) Monitoring a Lender’s processing 
and servicing of loans. If RHS deter-
mines that the Lender is not fulfilling 
the obligations of the Lender Agree-
ment or that the Lender fails to main-
tain the required criteria, the Lender 
will be notified in writing of the defi-
ciencies and allowed a maximum of 30 
days to correct them. If the Lender 
fails to make the required corrections, 
RHS will proceed as provided in para-
graph (h) of this section. 

(1) Loan processing review for new 
Lenders. RHS may review loans devel-
oped by an eligible Lender to assure 
compliance with, and understanding of, 
Agency regulations. 

(2)–(3) [Reserved] 
(h) Termination of Lender eligibility. 

The Lender remains eligible as long as 
the Lender meets the criteria in para-
graph (a) of this section unless that 
Lender’s status is revoked by RHS or 

by another Federal agency. RHS shall 
revoke the eligible Lender status of 
any Lender who fails to comply with 
requirements of paragraph (b) or (e) of 
this section. Status may also be re-
voked if the Lender violates the terms 
of the Lender Agreement, fails to prop-
erly service any guaranteed loan, or 
fails to adequately protect the inter-
ests of the Lender and the Government. 
If the Lender is determined to be no 
longer eligible, the Lender will con-
tinue to service any outstanding loans 
guaranteed under this subpart which 
are held by the Lender or RHS may re-
quire the Lender to transfer the serv-
icing of the loan. In addition to revoca-
tion of eligible Lender status, the 
Lender may be debarred by RHS. 

§ 1980.310 Loan purposes. 
The purpose of a loan guaranteed 

under this subpart must be to acquire a 
completed dwelling and related facili-
ties to be used by the applicant as a 
primary residence. The loan may be to 
purchase a new dwelling or an existing 
dwelling. The guaranteed loan may be 
for ‘‘take out’’ financing for a loan to 
construct a new dwelling or improve an 
existing dwelling when the construc-
tion financing is arranged in connec-
tion with the loan package. The loan 
may include funds for the purchase and 
installation of necessary appliances, 
energy saving measures, and storm cel-
lars. Incidental expenses for tax moni-
toring services, architectural, ap-
praisal, survey, environmental, and 
other technical services may be in-
cluded. Subject to § 1980.311, eligible 
loan purposes also include: 

(a) Necessary related facilities such 
as a garage, storage shed, walks, drive-
way, and water and/or sewage facilities 
including reasonable connection fees 
for utilities which the buyer is required 
to pay. 

(b) Special design features or equip-
ment necessary to accommodate a 
physically disabled member of the 
household. 

(c) The cost of establishing an escrow 
account for real estate taxes and/or in-
surance premiums. 

(d) Title clearance, title insurance, 
and loan closing; stock in a cooperative 
lending agency necessary to obtain the 
loan; and, for low-income applicants 
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only, loan discount points to reduce 
the note interest rate from the rate au-
thorized in § 1980.320 not exceeding the 
amount typical for the area. 

(e) Provide funds for seller equity 
and/or essential repairs when an exist-
ing guaranteed loan is to be assumed 
simultaneously. 

§ 1980.311 Loan limitations and special 
provisions. 

(a) Prohibited loan purposes. Condi-
tional commitments will not be issued 
if loan funds are to be used for: 

(1) Payment of construction draws. 
(2) The purchase of furniture or other 

personal property except for essential 
equipment and materials authorized in 
accordance with § 1980.310. 

(3) Refinancing RHS debts, debts 
owed the Lender (other than construc-
tion/development, financing incurred 
in conjunction with the proposed loan), 
or debts on a manufactured home. 

(4) Purchase or improvement of in-
come-producing land, or buildings to be 
used principally for income-producing 
purposes, or buildings not essential for 
RH purposes, or to buy or build build-
ings which are largely or in part spe-
cifically designed to accommodate a 
business or income-producing enter-
prise. 

(5) Payment of fees, charges, or com-
missions, such as finder’s fees for pack-
aging the applications or placement 
fees for the referral of a prospective ap-
plicant to RHS. 

(6) Improving the entry of a home-
stead entryman or desert entryman 
prior to receipt of patent. 

(7) Purchase a dwelling with an in- 
ground swimming pool. 

(b) Limitations. The principal purpose 
of the loan, except for a subsequent 
loan to an existing borrower, must be 
to buy or build a dwelling. The loan 
may include additional funds in ac-
cordance with § 1980.310. The amount of 
the loan may not exceed the maximum 
dollar limitation of section 203(b)(2) of 
the National Housing Act (12 U.S.C. 
1702). 

(1) A loan for the acquisition of a 
newly constructed dwelling that meets 
the requirements of § 1980.341(b) of this 
subpart may be made for up to 100 per-
cent of the appraised value or the cost 
of acquisition and any necessary devel-

opment including those purposes in 
§ 1980.310, whichever is less. 

(2) A loan for the acquisition of an 
existing dwelling and development, if 
any, in conjunction with the acquisi-
tion of an existing dwelling may be 
made for up to 100 percent of the ap-
praised value or the cost of acquisition 
and necessary development including 
those purposes in § 1980.310, whichever 
is less. 

(3) A loan for the acquisition of a 
newly constructed dwelling (a dwelling 
that does not meet the definition for 
an existing dwelling) that does not 
meet the requirements of § 1980.341(b) is 
limited to 90 percent of the present 
market value. 

(c) Subdivisions. Housing units may be 
financed in existing subdivisions ap-
proved by local, regional, state, or Fed-
eral government agencies before 
issuance of a conditional commitment. 
The subdivision must meet the require-
ments of § 1901.203. An existing subdivi-
sion is one in which the local govern-
ment has accepted the subdivision 
plan, its principal developments and 
right-of-ways, the construction of 
streets, water and water/waste disposal 
systems, and utilities; is at a point 
which precludes any major changes; 
and provisions are in place for contin-
uous maintenance of the streets and 
the water and water/waste disposal sys-
tems. A dwelling served by a home-
owners association (HOA) may be ac-
cepted when the project has been ap-
proved or accepted by HUD, VA, 
Fannie Mae, or Freddie Mac. 

§ 1980.312 Rural area designation. 
A rural area is an area which is iden-

tified as rural by RHS in accordance 
with 7 CFR part 3550. Current county 
maps showing ineligible areas are 
available in RHS field offices. 

[60 FR 26985, May 22, 1995, as amended at 67 
FR 78329, Dec. 24, 2002] 

§ 1980.313 Site and building require-
ments. 

(a) Rural area. The property on which 
the loan is made must be located in a 
designated rural area as identified in 
§ 1980.312. A nonfarm tract to be pur-
chased or improved with loan funds 
must not be closely associated with 
farm service buildings. 
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